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NATIONAL CREDIT UNION ADMINISTRATION
A revised rule eliminating the regulation of audit scope and specific audit steps
and workpapers has recently been approved by the NCUA (see the 3/5/85 Fed. Reg.,
pp. 8708-10). The move has taken in an effort to give NCUA's supervisory committees and auditors for all sizes of credit unions the flexibility they need to
devise the most effective audit program for their particular credit union. The
regulation will become effective 3/28/85. For further information contact Louis
Acuna at 202/357-1065.

TREASURY, DEPARTMENT OF
"Record federal tax collections of $680.5 billion in fiscal year 1984" were reported
by the IRS, according to information contained in the annual report issued by
the Commissioner of the IRS and its Chief Counsel. Individual income taxes, which
totaled $362.9 billion, remained the largest source of federal tax receipts,
while corporation income tax collections increased by 20 percent over 1983 levels
to $74.2 billion. According to the report, the IRS received and processed 172.5
million tax returns. Over 96 million, or 56 percent, were individual income tax
returns. Of these, the majority (60.9 million) were long Forms 1040, and 19.6
million were short Forms 1040A . The remainder (nearly 16 million) were Forms
1040EZ, the simple, one-page return introduced for tax year 1983. The IRS exam
ined 1,418,787 returns in 1984. Examination coverage of income, estate and gift
tax returns was 1.31 percent, compared to 1.56 percent in 1983. Recommended addi
tional tax and penalties as the result of examination increased, however, to $14.3
billion, an increase of 4.4 percent over 1983. The IRS also completed action on
3.2 million delinquent accounts and collected $16.4 billion in delinquent taxes.
The IRS in 1984 completed 5,925 criminal investigations and recommended prosecu
tion in 2,990 of those cases. Of the 1,854 taxpayers sentenced during the year,
62 percent received prison sentences. The report shows that during 1984 taxpayers
wrote, telephoned or visited IRS offices 53.6 million times to obtain tax infor
mation. The report also provides information on tax forms and publications,
foreign operations and other IRS programs. Graphs and tables in the report give
details of collections, returns filed, examinations, delinquencies, litigation
and other aspects of tax administration. The report, IRS publication 55, is avail
able for $3.25 from the Superintendent of Documents, U.S. Government Printing
Office, Washington, D.C. 20402.

Individuals investing through partnerships or Subchapter S corporations in property
subject to at-risk rules do not have to list each property separately on their
income tax returns under temporary regulations recently issued by the IRS. The
regulations generally provide that for taxable years beginning during 1984, part
ners and S corporation shareholders may combine films and video tapes, farms, oil
and gas properties, or geothermal properties owned b y a partnership or S corpora
tion in the same manner as for taxable years beginning before 1984. In applying
the at-risk rules, partners and S corporation shareholders may treat all of the
partnerships or S corporation’s films and video tapes as a single activity, and
similarly may treat all farms, all oil and gas properties, or all geothermal pro
perties of the partnership or S corporation as a single activity. For further
information contact the IRS Public Affairs Office at 202/566-4024.

2
Approval of an IRS regional commissioner must be obtained before any inquiry into the
tax liability of a church is initiated, according to temporary rules recently
released by the IRS. The commissioner may approve inquiries where, "on the basis
of facts and circumstances recorded in writing," he believes the organization
does not qualify for exemption as a church. The IRS must inform the church at
the onset of the investigation which tax code areas are at issue. A second notice
is required before investigation of the church records begin. Records concerning
the church held by a bank are not considered church records and may be examined
without compliance with the notice requirements. Inquiries into the tax liabili
ties of church members are not covered by the temporary regulations. For further
information contact Monice Rosenbaum at 202/566-3938.

A public hearing on proposed regulations to the foreign sales corporation has been
scheduled for 5/13/85 (see the 3/5/85 Fed. Reg., p. 8749). The first proposed,
relates to foreign management and foreign economic processes requirements of a
FSC. The second, discusses specific requirements for FSC status, tax treatment
of a FSC, the methods of electing and terminating FSC status, and the definition
and computation of carrying charges on sales of property by a FSC. The hearing is
scheduled to begin at 10:00 a.m. in the IRS Auditorium, 1111 Constitution Ave., N.W.
Outlines of oral comments are requested by 4/29/85. For further information contact
B. Faye Easley at 202/566-3935.
SPECIAL:

AICPA TESTIFIES AT ACCOUNTING OVERSIGHT HEARINGS

"The accounting profession is committed to standards of excellence and integrity, and
we believe it is deserving of the confidence of the investing public and the
Congress", concluded AICPA President Philip B. Chenok in his 3/6/85 testimony be
fore the House Energy and Commerce Committee’s Oversight and Investigations Sub
committee in Washington, D.C. This hearing was described by Subcommittee Chairman
Rep. John D. Dingell (D-MI) as "the second day of this Subcommittee's legislative
oversight inquiry into the quality and effectiveness of financial disclosures by
corporate America." He continued, "We want to know about past audit failures to
insure that history does not repeat itself. We want to knew that auditors, who
do more than just audit, are doing to preserve their independence and the appear
ance of independence." Other witnesses included John S.R. Shad, Chairman, Secur
ities and Exchange C o mmission, Arthur Bowman, Editor, Public Accounting Report,
and Eli Mason, Chairman, National Conference of CPA Practitioners. Chairman Shad
took exception with a charge by a Subcommittee Member that the SEC had "defaulted"
on its responsibilities. He vigorously defended the SEC's record and supported
his position by stating that out of the thousands of audits of publicly-held
companies, approximately 1 percent or less are even alleged to be audit failures.
PAR's Arthur Bowman testified primarily on the reasons for companies changing
auditors. His statistics revealed that in 1984, the most often cited reasons were
service, 38 percent; cost, 32 percent; size of firm, 20 percent; and mergers and
acquisition, 20 percent. Mr. Bowman stressed that his remarks dealt with client's
"auditor shopping" and not with "opinion shopping". Eli Mason criticized the
Department of Justice and Federal Trade Commission for "forcing every professional
to advertise and solicit". He recommended the creation of a "Federal Board of
Public Accountancy which would issue a national license to practice."

Mr. Chenok was accompanied during his testimony by AICPA Vice Presidents Thomas
P. Kelley and Theodore C. Barreaux. Mr. Chenok also focused on the issue of manage
ment advisory services. He stated that he would be a "serious mistake" to prohibit
the performance of MAS by independent auditors, citing the auditor's objectivity,

analytical skills and knowledge of a client’s business. He continued, "Moreover,
no compelling evidence has been found that MAS has impaired independence or adverse
ly impacted the quality of audits." The final panel of witnesses included Arthur
M. Wood, Chairman, Public Oversight Board of the SEC Practice Section of the Divi
sion for CPA Firms, and A.A. Scanner, Jr., Member, Public Oversight Board. These
witnesses devoted the balance of their testimony answering the charge by a Sub
committee Member that the POB has "either been stripped of its independence or
never had it in the first place." Mr. Wood concluded that the POB "is convinced
that the accounting profession’s program for audit quality, including quality
control standards, peer reviews of firms’ compliance with those standards, and
the supporting strength of the special investigative process, is a successful and
effective self-regulatory program." He continued, "Together with Government and
private regulation, these three levels of regulation provide a sound, comprehensive
and effective mechanism to enhance audit quality."
SPECIAL;

TREASURY CONCERNED ABOUT PUBLIC PERCEPTIONS

The Treasury's temporary and proposed regulations relating to recordkeeping for auto
mobiles and certain other property were the subject of a Congressional hearing by
the House Committee on Ways and Means in Washington, D.C. on 3/5/85. Opposition
to the Treasury position was expressed at the beginning of the hearing by 21 Con
gressmen and Senators who cited complaints by their constituents as to the unrea
sonableness of the administrative burdens mandated by the regulations. Members of
the Ways and Means panel also expressed concern with the regulations and attempted
to determine the revenue impact of the law. Exact figures were not available but
were estimated by Administration witnesses as being $100 to $200 million. Some
Members of the Committee estimated the administrative costs to the taxpayers as
being in billions of dollars. Administration witnesses included the Honorable
Ronald A. Pearlman, Assistant Secretary, Tax Policy, U.S. Department of the Trea
sury and the Honorable Roscoe L. Egger, Jr., Commission, IRS. Both were generally
supportive of the regulations and expressed concern that a repeal of the "contempor
aneous" requirement with a reversion back to the prior recordkeeping rules is not
just a monetary issue but would send the "wrong signal" to the American taxpayer,
that they no longer will be required to keep any similar records. Additional
hearings will be scheduled on this issue, certain to consider a number of repeal
bills already introduced in the 99th Congress.
For additional information, please contact Stephanie McCarthy, Gina Rosasco, or
Nick Nichols at 202/872-8190.
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